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SEPTEMBER 1960 
DEBT REPAYMENTS AND INCOME 


Repayments of outstanding instalment obligations during second quarter 
1960 were at yearly rate of nearly $46.6 billion—equal to 13% of dis- 
posable personal income. This “magic 13%” ratio was first reached 
early in 1957, in wake of big credit expansion of 1955-56. After end of 
war, ratio rose almost without interruption until it reached 13% in 1957. 
Since then, repayment-to-income ratio has held virtually stable at that 
level. Some observers have concluded that an amount of instalment 
debt calling for repayment at a rate of 13% of disposable income is a 
sort of natural “norm” or, perhaps, a self-imposed ceiling on volume of 
debt that consumers can, or will, accommodate. 


Repayment-to-income ratio of 13% ‘is, however, average of individual 
situations in which repayments range from zero to appreciably more than 
13% of disposable income. Thus, there is no real magic in 13‘%/ ratio. 
National average could easily climb higher if more consumers assume 
instalment debt, and could fall below current level if present borrowers 
decide to defer further purchases for any reason. Other ratios have 
seemed on earlier occasions, to constitute ceilings, only to fail in face 
of changing circumstances. 


OUTLOOK 


Gross national product by end of 1960 is likely to approximate $515 bil- 
lion at a seasonally adjusted annual rate, $10 billion above mid-1960 rate. 


Personal consumption expenditures of $329 billion at mid-year are esti- 


mated to rise to $335 billion—an increase of $6 billion, somewhat less 
than rise in last half 1959. 


The effects of increased demand for automobiles after 1961 models are 
introduced, and continued increase in expenditures for non-durable 


goods and services may be partially offset by continued lull in demand 
for home furnishings and appliances. ; 


Government purchases of goods and services are estimated to increase by 
$2 billion to top $100 billion annual rate by year-end. After declining 
for nearly a year, federal government purchases are likely to rise. State 


and local government purchases should continue to rise at rate of about 
$3 billion annually. 


Gross investment (gross private domestic investment and net export of 
goods and services) is estimated to increase by some $2 billion at annual 
rate, roughly equivalent to first quarter 1960. Inventory accumulation 
promises no serious problem except in some durable goods lines. Business 
inventory-sales ratio at end June 1960 was 1.51 compared to high of 


1.73 in March 1958 during recession and low of 1.44 during May and 
June 1959. 


CONSUMER LOAN REPAYMENTS 
AND DISPOSABLE INCOME 


RELATIVE CHANGE 
IN GROSS NATIONAL PRODUCT 
BY QUARTERS, 1956-1960" 
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Planned new plant and equipment expenditures of $37.5 billion by all in- 
dustries for third quarter are slightly above second quarter and well 
above first quarter. Export trade balance likely to continue as exports 
rise. 


INDEX OF CONSUMER FINANCE 


A new index series of consumer finance components has been developed 
by Educational Division of National Consumer Finance Association. 
This series, designed to simplify analysis of factors in consumers’ chang- 
ing economy, is based on averages for years 1957, 1958 and 1959. With 
these averages equalling 100, index figures over 100 represent items 
comparatively larger than average of base years, and index figures under 
100, items smaller than base years. 

Personal Taxes, in chart at left, are shown rising sharply in 1958 and 
continuing to rise at a faster rate than personal income. During second 
quarter 1960, index for personal income was at 110.7 (10.7% above 
1957-59 average) while index for personal taxes had jumped to 114.4. 
Personal Savings, also shown in chart at left, rose from 99.6 during 
first quarter 1960 to 105.9 during second quarter. Increase in personal 
savings between first and second quarter 1960 was sharper than increase 
in disposable income which moved from 108.0 during first quarter 
to 110.2. 

Consumer Expenditure Indexes show decline of expenditures for durable 
goods to 92.3 during 1957-58 recession, with sharp rise starting in 1958 
and leveling off at 107.4 in 1959. Index of expenditures for services 
show steady rise from 93.4 in 1957 to 114.1 as consumers change buying 
practices. Non-durable or soft goods index shows slow rise, comparatively 
unaffected by recession, but in second quarter 1960 non-durables rose 
slightly faster than durables or services. 

Instalment Credit Index shows credit repaid faster than new credit 
was extended as consumers voluntarily faced up to recession in 1957-58. 
As economy recovered, extensions picked up from low of 92.9 in 1958 
to 113.4 in first quarter 1960, while credit repaid continued steady course 
from 98.6 in 1958 to 108.4 in first quarter 1960. In second quarter 1960, 
extensions moved up 3.7 index points while consumers stepped up in- 
stalment credit repaid by 3.9 index points. 


GROSS NATIONAL PRODUCT 


Strong rise in demand by consumers, by businessmen for fixed investment, 
and in exports, carried GNP to peak annual rate of $505 billion in 
second quarter 1960, compared with $501 billion in first quarter, and 
$488 billion in second quarter 1959. 


Final purchases of GNP, (total less inventory component) amounted to 
$500 billion at annual rate in second quarter, as against $490 billion 
in preceding quarter, and $476 billion in second quarter 1959. 


With price advances so far this year continuing moderate, about half $4 
billion second quarter rise in GNP was due to increased physical volume 
of production. Volume was up 2 per cent over year ago. 
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Second quarter increase of $10 billion in final purchases was one of sharpest 
in recent years, and compares with increase of $8 billion in initial quarter 
of 1960. Large rise was in part offset by slowing of inventory accumula- 
tion from abnormally high first quarter pace. Inventories of steel and 
its end-products were rapidly rebuilt during winter, and demand has 
since declined for this part of industrial output. As a result, gain in 
overall rate of economic activity tapered in spring following sharp spurt 
in opening quarter 1960. 


CONSUMER CREDIT 


Consumer instalment credit outstanding reached $41.4 billion at end 
June, an increase of $1.9 billion during first half 1960. Increase during 
first half was $175 million less than during same period 1959. 


Automobile paper outstanding increased by $1,217 million during first 
half 1960, somewhat less than $1,329 million increase during first half 
1959, reflecting lower average price of automobiles after introduction 
of compacts. 


Other consumer durable goods paper declined by $49 million contrasted 
with increase of $117 million in first half 1959. Decline in 1960 re- 
flects decreased demand for household appliances and furnishings accom- 
panying decrease in construction of new homes. 


Repair and modernization loans increased by $120 million in first half 
1960 showing little change from $117 million increase in first half 1959. 


Personal loans outstanding showed gain of $592 million in first half 1960 
compared to increase of $492 million in same period 1959. Gain in 
1960 reflects increased customer acceptance of new types of instalment 
credit services extensively promoted by financial institutions during 1959 
and early 1960. 


Consumer noninstalment credit outstanding was $12.1 billion at end June 
1960, a decrease $0.5 billion in first half. Charge accounts decreased 
by $0.8 billion from seasonal Christmas high at end 1959, while service 
credit increased by $0.2 billion and single payment loans by $0.1 billion. 


Total consumer credit, instalment and noninstalment, increased by $1.5 
billion during first half 1960 as end June figure stood at $53.5 billion. 


PATTERN OF INSTALMENT DEBT GROWTH 


Instalment debt growth diversification of 1959 continues into first half 
1960. Total consumer instalment credit outstanding increased by 12.2% 
at seasonally adjusted annual rate for first half 1960. Automobile paper 
outstanding increased by 13.1%, other consumer goods paper by 11.0%, 
repair and modernization loans by 12.9%, and personal loans by 11.8%. 


This diversified growth is in sharp contrast with 1955. In that year of rapid 
expansion in consumer credit, total outstanding increased by 22.9%. In 
1955 automobile paper, which increased by 37.3%, climbed far more 
than other types, not only in dollar amount but relatively as well. 
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BUSINESS UPSWINGS 


Latest phase of business upswing, like earlier recovery period, has featured 
sustained growth in personal consumption of non-durables and services. 
Similar uptrend in purchases of state and local governments has accom- 
panied rise in requirements for public services. ‘These market segments 
for national output together absorb well over half of total. Their 
strength in recent years has mirrored progressive advance in living stand- 
ards as well as growth and movement of population and cumulative rise 
in supply of residential housing. 


CONSUMER ASSET-TO-DEBT RATIO 


Asset and debt position of American consumer as of March 31, 1960 | 


showed 22.4 to 1 asset-to-debt ratio of all assets and debts excluding 
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those involving home ownership where ratio was 3.2 to 1. Ratio of all Be 


assets to all debts was 8.9 to 1. 


Consumer balance sheet as of March 31, 1960 shows consumer assets 


at new high of $1,540 billion. ‘Total assets included current assets 
$951 billion, made up of $179 billion in currency and bank deposits, 
$60 billion in savings shares, $209 billion in insurance and pensions, 
$104 billion in government securities and $398 billion in corporate and 
other securities. 


Fixed assets include $394 billion in home ownership and $196 billion 


as value of durable goods, for total fixed assets of $590 billion. (Note: 
Value of consumer-held durable goods is determined by total consumer 
durable purchases April 1, 1950 through March 31, 1960, depreciated 10 
per cent annually). 


Current liabilities stood at $51 billion, with fixed liabilities of mortgage 
debt at $122 billion, for total liabilities of $173 billion. 


Total assets minus total liabilities establishes American consumers’ net 
worth at $1,367 billion. 


Owner's equity stood at 88.7% of consumer assets on March 31, 1960. 


PERSONAL INCOME 


Personal income in July was at seasonally adjusted annual rate of $407 
billion, as compared with $406 billion in June. 


Wage and salary disbursements in contract construction industry in July 
increased by more than $0.5 billion. This advance resulted chiefly from 
larger-than-seasonal rise in construction employment. 


A gain of similar size was registered by government payrolls as recently- 
enacted pay increase for Federal civilian employees became effective. 
Limited payroll advances also occurred in state and local governments. 


Manufacturing wage and salary disbursements were down more than $0.5 
billion from June level, principally because of lower employment in 
primary metals and transportation equipment industries. Associated 
with this drop in employment was rise in unemployment insurance 
benefits which accounted for increase in government transfer payments 
in July. 


DISPOSITION OF PERSONAL 
INCOME 
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